REDACTED — FOR PUBLIC INSPECTION

HARRIS, WILTSHIRE
& GRANNIS Lir

HWG

June 8, 2015
VIA ECES

Ms. Marlene H. Dortch

Secretary

Federal Communications Commission
445 12" Street, SW

Washington, DC 20554

Re:  GN Docket No. 13-5, Technology Transitions; GN Docket No. 12-353, AT&T
Petition to Launch a Proceeding Concerning the TDM-to-IP Transition; WC
Docket No. 05-25, Special Access Rates for Price Cap Local Exchange Carriers;
RM-10593, AT&T Corp. Petition for Rulemaking to Reform Regulation of
Incumbent Local Exchange Carrier Rates for Interstate Special Access Services;
WC Docket No. 15-1, Windstream'’s Petition for Declaratory Ruling Seeking to
Confirm ILEC’s Continued Obligation to Provide DS1s and DS3s on Unbundled
Basis After Technology Transitions

Dear Ms. Dortch:

On June 4, 2015, James Stegeman, Mark Guttman (by telephone), and Joann Lawler of
CostQuest Associates; Jennie Chandra, William Kreutz, and Marlena Barzilai of Windstream;
and John Nakahata and Henry Shi of Harris, Wiltshire & Grannis, LLP, on behalf of
Windstream, met with the following FCC staff (some by telephone) regarding two white papers
prepared by CostQuest, which are simultaneously being filed in the above-referenced dockets:!

Matthew DelNero Susan Lee
David Grossman Daniel Kahn
Tirrill Moore Virginia Metallo
Jack O’Gorman David Zesiger
Jack Erb Pam Arluk
William Layton John Visclosky
Richard Flannery Michele Berlove
Vanessa Riley Alex Johns

1 See Letter from Jennie Chandra, Windstream Corporation, to Marlene H. Dortch, Secretary,
FCC, GN Docket Nos. 13-5 & 12-353, WC Docket Nos. 05-25 and 15-1, and RM-10593 (filed
June 8, 2015).
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Christopher Koves Heather Hendrickson
Steve Rosenberg Jean Ann Collins
Talmage Cox Eric Ralph
Ken Lynch Aleks Yankelevich

Windstream presented the attached slides, which describe CostQuest’s last-mile cost model study
design and key findings of its analysis.

CostQuest’s first white paper, entitled “Analysis of Fiber Deployment Economics for
Efficient Provision of Competitive Service to Business Locations,”? demonstrates that the
revenue required to support CLEC overbuilding of a last-mile fiber facilities—in the face of the
lower market share that CLECs can expect—remains prohibitively high for most business
locations. In addition, surveyed pricing data suggest that current wholesale Ethernet prices may
exceed retail Ethernet prices in some locations. Such conditions make it difficult, if not
impossible, for a CLEC relying on ILEC last-mile connectivity to compete for business service
customers at many of those locations. Furthermore, at pricing levels based on available data, the
paper shows that wholesale price reductions are not likely to have a meaningful impact on a
CLEC’s decision to build its own facilities because no matter what the wholesale price, in most
instances there is no economically feasible case for a customer to deploy its own last-mile
facilities. Finally, the paper demonstrates that ILECs continue to enjoy a dramatic advantage
over CLECs in the average cost per building of new last-mile fiber deployment—an advantage
that is largely attributable to the incumbents’ much larger market shares, which is a direct result
of the ILEC first mover advantage rooted in the monopoly era. In other words, CLECs face a
much higher threshold than ILECs for fiber loop construction to be economically feasible. Thus,
competition for most business service customer locations likely will continue to depend on
CLECs’ being able to lease ILEC last-mile inputs so that they can connect their CLEC fiber
backbone facilities to individual customer locations.

The first white paper serves as an update to a prior cost study that was filed by AT&T in
2002 and was relied upon by the Commission in the Triennial Review Order.® In particular that
study formed a basis for the Commission’s conclusion that:

2 See Attachment A to id.

% See Attachment B to Letter from Joan Marsh, Director, Federal Government Affairs, AT&T, to
Marlene Dortch, Secretary, FCC, CC Docket Nos. 01-338, 96-98, 98-147 (filed Nov. 25, 2002)
(“AT&T Study Letter”). That study was cited by the Commission in its Triennial Review Order.
See, e.g., Review of the Section 251 Unbundling Obligations of Incumbent Local Exchange
Carriers, FCC 03-36, 18 FCC Rcd. 16,978, 17,156 4 298, n.859 (2003) (“Triennial Review
Order”) (citing the AT&T study when finding “for DS1 loops and some DS3 loops, overbuilding
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[A] single DS3 loop, generally, can not [sic] provide a sufficient revenue
opportunity to overcome these barriers. Because our impairment analysis rests
most heavily on the ability of a self-deploying carrier to recover its sunk and fixed
costs, the inability to recover such costs at a single DS3 level results in
impairment.*

AT&T’s analysis supported its efforts to encourage the Commission to establish unbundled DS1
and DS3 capacity loops notwithstanding the availability of DS1 and DS3 special access services.
AT&T specifically noted the potential for ILECs, with special access rate it stated “are
admittedly not offered at cost-based rates” and at “exorbitant levels,” to “simply drop its prices
below the CLEC’s costs, but still above the ILEC’s costs, and remain profitable.”® As AT&T
observed, “[B]y setting prices below the CLEC’s costs [from the lower of building or buying],
the ILEC would make it impossible for the entrant to remain economically viable.”®

CostQuest’s second white paper, entitled “Network Cost Differentials Over Time,”’
analyzes the changes in cost of network deployment over time as the technology is transitioning
from copper and TDM to fiber and IP. This analysis shows that the overall costs for building,

to enterprise customers that require services over these facilities generally does not present
sufficient opportunity for competitors to recover their costs and, therefore, may not be
economically feasible™).

4 Triennial Review Order at 17,170-71 § 320: see also id. at 17,156 J 99 n.860. The Commission
also concluded with respect to DS1 capacity loops:

While we recognize that retail business customer rates are typically higher than
residential rates, the record reflects that the revenues generated from small and
medium enterprise customers are not sufficient to make self-deploying DS1 loops
economically feasible from a cost recovery perspective.®®* As we have stated, our
impairment findings rely most heavily on the economic feasibility of competitive
LECs to self-deploy and recover sunk costs.®®> Competitive LECs do not have the
ability to recover sunk costs in self-deploying DS1 loops.

Id. at 17,174 { 326.
> AT&T Study Letter at 1-2.
®1d. at 2.

7 See Attachment B to Letter from Jennie Chandra, Windstream Corporation, to Marlene H.
Dortch, Secretary, FCC, GN Docket Nos. 13-5 & 12-353, WC Docket Nos. 05-25 and 15-1, and
RM-10593 (filed June 8, 2015).
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operating, and maintaining fiber/IP-based services generally are less than those for legacy
services. This suggests that all carriers, including ILECs, will continue to have their own
significant business reasons for migrating from TDM to IP and from copper to fiber networks.
Requirements to provide equivalent wholesale special access before and after such transitions
and to continue to unbundle DS1 and DS3 capacity UNE loops merely maintain the existing
regulatory status quo and do not negate these important business incentives for transitioning to
fiber/IP services. Indeed, under a regime merely requiring equivalent wholesale pricing, ILECs
attain a windfall as they transition to lower cost networks but still charge wholesale rates based
on more expensive legacy cost conditions.

In response to a question from the staff, Windstream observed that the GeoResults non-
residential market share data in slide 11 include the CLEC affiliates of AT&T, Verizon, and
CenturyLink. Including the Bells’ affiliates in the CLEC category offers a slightly more
conservative picture of the difference between the ILECs’ versus CLECs’ market shares.
Specifically, if these affiliates were excluded, the CLEC nationwide average non-residential
market share would be 20.2%. But CLECSs, even when competitive carrier operations of the
three largest ILECs are excluded, still would hold a market share twice that of large cable
providers and would continue to offer the primary source of competition to the ILECs. The
average single market share of the largest CLEC (other than AT&T, Verizon, or CenturyLink) in
each market would be 9.9%, while the nationwide market share of the single most successful
CLEC would be unchanged. It is also interesting to note that the CLEC affiliates of AT&T,
Verizon, and CenturyLink attain CLEC revenues from proportionately more business locations
of 100 employees or more than they do of smaller business locations; other CLECs offer a far
greater source of competition for service to small and medium-sized business locations.

In addition, Windstream explained that the CostQuest model is a “greenfield” analysis.
The analysis, therefore, does not recognize that an ILEC may already have critical inputs
available that it can leverage for fiber deployments at less or no cost, such as existing conduit or
building entrances. In contrast, Windstream’s experience is that CLECs usually must construct
new conduit and establish building entrances when extending loop facilities to a new location.
This infrastructure disparity constitutes a further inherent advantage for the ILEC, the first mover
and historical monopoly.

As Windstream has advocated and as the Commission has consistently recognized, just
and reasonable wholesale rates, terms, and conditions for last-mile access continue to be vital for
business services competition. Such competition is critical to ensure business, nonprofit, and
government customers enjoy lower prices and greater innovation in the IP Era. The model calls
into significant question ILEC arguments that barriers to entry to providing facilities-based last-
mile facilities are low, and that preventing ILECs from increasing CLECs’ wholesale costs for
TDM special access or unbundled DS1 and DS3 capacity loops as a result of the ILEC shifting to

4



REDACTED — FOR PUBLIC INSPECTION

Ms. Marlene H. Dortch
June 8, 2015
Page 5 of 6

IP or fiber will disincentivize CLECs from building their own facilities, or ILECs from making
such a conversion. Thus, the Commission should act to ensure that wholesale special access
services on at least equivalent terms and unbundled DS1 and DS3 capacity loops remain
available during and following the IP transition.

Finally, Windstream urged the Commission to act on its proposal to establish six
principles for ensuring discontinued TDM special access inputs are replaced with at least
equivalent IP inputs. These principles reaffirm that an ILEC may not engage in a price squeeze
by pricing retail inputs at levels below comparable wholesale inputs. The principles also would
ensure that the IP transition is not used as an excuse to increase per-Mbps rates above those
charged for TDM inputs, while offering ILECs flexibility to respond to modern-day customer
demands for service tiers, which may differ from traditional TDM-based service increments.
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in WC Docket No. 15-1.8

CC:

Please contact me if you have any questions.

Matthew DelNero
David Grossman
Tirrill Moore
Jack O’Gorman
Jack Erb

William Layton
Richard Flannery
Vanessa Riley
Christopher Koves
Steve Rosenberg
Talmage Cox
Ken Lynch
Daniel Alvarez
Travis Litman
Amy Bender

8 See Petition for Declaratory Ruling of Windstream Corporation, WC Docket No. 15-1 and GN
Docket No.13-5 (filed Dec. 29, 2014).

Separately, on June 5, 2015, John Nakahata spoke with Matthew DelNero and Madeleine
Findley. He pointed out that the CostQuest white papers supported the continued importance of
reaffirming that the requirement for ILECs to provide unbundled access to DS1 and DS3
capacity loops is not limited to copper loops or loops with TDM-based electronics. He thus
urged that the Commission move forward to grant the declaratory ruling sought by Windstream

Sincerely,

y o

John T. Nakahata
Counsel to Windstream

Susan Lee

Daniel Kahn
Virginia Metallo
David Zesiger

Pam Arluk

John Visclosky
Michele Berlove
Alex Johns

Heather Hendrickson
Jean Ann Collins
Eric Ralph

Aleks Yankelevich
Rebekah Goodheart
Nicholas Degani
Madeleine Findley
Carol Mattey
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